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As in previous years, GAQ dad nat hose unre
stricted access to oank exanunalion reports
and related documentation, The teport sum
marizes the Coiporation’s antd GAD™S pos
tions o0 this matiet and recommentds that the
Congiess amenc the Federal Depoat insur
ance Acl o clanly GAG S andil autiionty.




COMPTROLLER GENERAL OF THE UNITED FTATES
VWASHINGTONM, 3D, 20848

WASE

. To the Pres:icent of the Senate and the
N Speaker of the House of Representatives

This report summarizes the results of our audit of the
I'ederal Depssit Insurance Corperation for the year ended
June 30, 1875,

we made our examination yursuant to zection 17(e} of
the 1ederal Deposit Insurance Act {12 U.S.C. 1827},

Wwe are sending copies of this report to the Director,

Gilice ol Management and Budget; Secretary of the Treasury;
and Charrman of the 3oard of Directors, Federal Deposit

Insurance Cogporation.
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at. Upon removal, the report i
cover daie should be noted hereon.

AUDIT OF FEDERAL DEFOSIT
INSURANCE CORPORATION FOR
THE YEAR ENDED JUNE 30, 1975
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The Federal Deposit Insurance Act of 1950 re~
quires GAO to audit the Federal Deposit In-
surance Corporation.

The Corporation's financial statements do not
show an estimate of the liability which the
Corporation may incur because of future bank

failures.

As in prior vears, GAO did not have unre-
stricted access to bank examination reports
and r«latea documentation. Therefoc.e, GAO

coulda not determine

-~-whether bank examinations were of
sufficient scope and reliability to
1dent1fy &all banks thet should have
beer classified as problem banks,

--whether the Corporation had taken
effective followep action on findings
disclosed by bank examiners, and

—-the significance of any possible adverse
effects of problem banks on the Corpora-
tien's financial position.

For th.se reasons GAO canhnot express an
overall opinion on the Corporation's
financial statements for fiscal years 1974
and 1975. However, in our opinion *he in-
dividual amounts shown in the Zfinancial
statements are fairly stated as of June 30,
1974, and June 30, 1975, and for the £fiscal
year s then ended, in conformity with gen-
erally acceptea accounting gprinciples ap--

plied on & consistent kbasis.

GAC has been granted access to the bank
examination reports of the Corporation,
as well as the Federal keserve Board

and the Comptroller of the Currency, for
purposes of responding to a congressional
request for o study of the effectiveness
of Federal ovank supervision. This study
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is weparate from GAO's review of the
financial statements ot the Corporation.
It is estimated that the study will be
completed in December 1976. {Sece p. 3.)

The Corporation bheli:ve:s that the basic
concept of confidentizls vy, reqgarding open
bank data, is eszential for proper super-
vision and functioning oi banks. (Sec

p. 4.)

Both the Corporation and GAG believe that

the law supports thelir respective positicns
on the access-to-records proi-lem and etforts
to resclve the matrer administratively have

failed,

GAO recomnends that the Congress amend the
federal Deposit Insurance Act to clarify
GAO's authority to have access tn oXamina-
tion reports, files, and other records used
oy the Corporation. (See pp. 4 and 5.)

Effective November 27, 1974, by amendment to
the Federal Deposit Insurance Act, the goncral
limit ot insurance por depositor was 1ncreasged
fron $20,000 i1n each 1nsured pank toe 540,030.
For time and savings deposits of Federal unitg,
and such deposits of State and local govern-
ments deposited in the depositor's own btate,
the limit of deposit insurance was increased

to $100,000 per depositcr. {(See p. 1.

On Cctover %, 1974, the Comptroller of the
Currency closed the Pranklin National Bank,
Brooklyn, New York, and apnpointed the Corpora-
“ion receiver. Franklin National, whic! was
the largezt bank to close in the history of
the United States, had over $3.6 billiocn in
assets and approximately $1.4 nillion in
deposits. About $707 million ol these depos-
its were insured,

The EBuropean-fmerican Bank and Trust Company
assumed approximately $1.6 bhiilion of
Franklin's depusits and other liabilities and
acquirea the right to select assets 1n the
amount nf approximately $i.3 billion; the re-—
rainder was acquireu by the Corporation. The
Corporation does not plan to establish a re-

e o A e e e



JTear Sheey

serve for i10ss because GAO was told initial

but continuing reviews and evaluation of the
assets indicate that a loss will not be in-

curred. (See pp. 9 and 19.)

The Swope Parkway National Bank, Kansas Cit
Mlssouil, was cloused on Jenuery 3, 1875. Th
n

f",

a 3 3 e
Cerporation established, and is managing,

new national bank in lieu of the normal bank
closing procedures. The newly established

bank, the Deposit Insurance Hational Bank of
Kansas City, Missouri, is unusual in that this
18 only the fourth instance since the establish-
ment of the Corporation that it has owned and

me 1aged an operating vank. {Sce p. 10.)

In prior audit reports to the Congress on the
Corporation, GAO recommendcd thot the Federal
Lepcsit insucance Act be amended to allow for
the audit of the Ceorporation on a calendar
year basis rather than a fiscal vear basis.

h
n
'™

i

bassaqge by che Congresse of section 802(h) of -
rtle V1 of the act of Janvary 2, 1973, pro-
videa this amendment and GAU has accordingly
changed 1ts audit of the Corporaticn to a
catendatr year basis effective Janucry 1, 1976.
(See p. 14.)
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CHAPTER 1

The Federal Deposit Insurance Corporation, an

independent Government aqency, insures deposits in gquali-

fied banks. National banks which are chartered by the

Comptroller of the Currency and all State banks which are

members of the Federal Reserve System are required to be

insured. State banks which are not members of the Federal

keserve System may become insured upon approval of their
application.

Effective November 27, 1974, by amendment to the Federal

Devosit Insurance Act, the general limits of insurance p-r

depositor was increased from $20,000 in each insured ban’

to 340,600, At the same time, a higher maximum level of
insurance was established for certain deposits of public
units. For time and savings deposits of Federal unite
such deposits cof State and local governments made in the
depusitor's own State, the limit of insurance was increacg
to $100,000 per depositor,

The Corporation also acis, when appointed to do so,
recerver and liguidator of insured banks that nave beon
closed.,  On June 30, 1975, the Corporation had 62 active
liguidation cases.

The Corporation finances its operations from assesg-

ments against insured banks and from its investments in
U.S. Government securicies. The deposit insurance fund
representing the accumul=ated net income,; totaled $6.4
birilion on June 30, 1975. This amount was 1.17 percent
ot the insured deposits of $549.1 billion 1n the 14,654
insured banks on June 30, 1975. The Corporation can
borrow up to $3 billion from ftue J.S. Treasury when, in
the judgment of the Board of Di-ectcors, such funde are
required for insurance purpos:s. The Corporation hes
never used this borrowing authority.

na

Lors, \,uluyuScd agpuun‘_eu UY
ident of the UPlLEd Sta

sent of the Senate and (2) the Comptroller of the

y. The board members are listed in appendix I.

EXAMINATION OF INSURED BANKS

The Corporation's Division of Bank Supervisgion consists
of 2,027 staff members at June 30, 1975, 130 in headquarters

ted in the Board

y ard with the advice

and
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ana l,sv7 in 14 regicnal coffices This Division pericaically
examnines insured S-ate banks ﬁnlbh arc not menbers of tho
“edacral Leserve byatem Of the 5,536 insurea State nonmemper
“banks at June 24, 1975, the Corporation reportes thit it
examineda 7,357 auring fiscal year 15!3 Ag stated in chap-
ter 2, we wares deniea unrestricted access to 2¥amnination
repcrtc. Theretore, we are uvnable to evaluate the examina-
tions periormedq,

on January 1, 1974, the Corporation initiate~ an
experimental selective withdrawal progr for cxamining in-
sured State nonmerber banks in Iowa, Gyo.,za, and washirgton,
For-selected Danks in these States, tne Corporatvicn has ween

reviewing tne State banking departments' examinatinn reperis
instead of perforning a cemplete examination 1tself. During
fisca. year 1975 the Corporation reportea that it .eviewed
44b such examination reports.

Daring 1976, the experimental procram will be modified
and tre corporation will examine those banks which it had

not examinad during tne past 2 vears, This witli onawie the
Corporaticn o5 assess -the current condition ob thenso nanke
ana allow for an evaluation of the program.

ine Jaomplrollier ot the Currency and fhe tedqgoral necrve
Danks examne naetional vanks and State memoeo Labns, !tbpcc4
tivelv. The Corpo*at1on has access to and reviews thelr
examination reports. QOf the 4,732 national panvs and i,u04
state montber Lanka av June 34U, 1475, tne Corporation repo; ted
that 1t reviewea 3,367 navional oank ara 495 Stable meinier
pank exasination reports during fiscal ycar 1275, We were
denred unrestrictea access to these examiiallon roports,
Theretore, we are unable to evaluate the czaminabions por-
formed.



CHAPTER 2

CONTINUED RESTRICTION_ON ACCESS TO_REPORTS

AND RECORDS ON BANK LYAMINATIONS

As in prior vyears, we could not fully discharge our
audit respoisipilities under the Federal Deposit Insnrance
Act because Corporation officials did not Jive us unrestric-
ted access to examinatior reports, files, and other recorns

relating to insured banks, except for the records of closed
banks.

GAO was granted accest to the bas mina
of the Corporation, as well as the Federal Reserve Board and
the Comptroller of the Currency, for purposes of responding
to a congressional request for a study of the effectiveness
cf Federal bank supervision. Writften agreements were signed
in April and May 1976 by the Comptroller General and the
heads of each agency speciiying thc conditions and purp

oces
ol access to the examination reports and related correspond-
ence files. Thnis study 15 urupatate from our review of tne
financial statements of fthe lorpora +1on. It 15 estimated

that the study will be coapleted in December

hccess Lo the records of the Corporazion's Livision of
Jank Supgervision is essential tu a weaninngiut audit ¢f finan-
cial operations. The Divisic, enp.oys approximately 73 per—
cent of the Corporation's tostal personnel and the Division®
efforts and reports are an rascntial part of the R g

tion's operations. 7The reports on insured |
facts, opinions, and recommendations of vite

the c¢onduct of the Corporatiun's affairs. without unre-
strictea access to these reports and the supporting documen-
tation, we cannot evaluate importart information affecting
the Corporation's financiai oncrations and condition.

<
N
v
H

: The Corporation's financial condition 15 .° ated to the
“financial condition of the ranks it 1nsures. 75 th: closines
iof tre U.S. Natiovnal Bank ot Sen Lizgy, on Totober 14, 1e73,
cand the Prankiin National Blak iumow trat a (see pp, 9 ard
ilU)’ latrge ognk ial%ures an have 2 considerenle impact on
" the Corporation. Without uwa”trzc cd accons to the Sank

t examination reports and related irfarwation,
tate all information affectin; {inancial

; opnr1tions to-advir s
the Congress of the Corporation’:

financial zondition.

: Previously, the majoritv of proylem hanks
i required a financial outlay by the Crorooratic
. potential problems were i1dentifi1nd
tive actions were taken., On the
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falled startlv atrer a apnea:xng on the ptoo]em liet, apparently
LeCaube the condition of Lhe panks had deterioratca peyond

the point ere currective action was feasible. Therefore,
earlv identiflication of potential proolems appears to minimize
the possioility of subseguent bank failures, Accordingly, v@
equire access to all owpen bank’ reco;n s-=problem and non-
problem--to evaluatc the Corporation's efforts “n examining
and cupervicing insurcd Lanke.

poration-imposed rescrictions, we
cou‘d not deterimine (1) whether bank examinations were of

ufficis~nt scope and reliability to identify all the banks
that shoulu nave been classilied as problem banks, {2}
whether che Cctporation naa caken effective fellowup action
on bank examiners' findings, and (3) the significance of
any pO"CLhI@ adverce cffocts of probtem banks on tpe
Corporation's financial position.

Because of tie Co

i (L VH

The Corporation pelleves that the basic concept of
confidentizaiyty of bank data 1s in the puplic intercst, and
ssential to the piope: supervision of banks and to the ef-
fective runctioning of tno deposit insurance pProgram,

Odr ositicn anag the Cozyo:ation‘q on thrs matter are”
sel fortn 1n deta:i in our report to tae Congress, "nLodit
ot the Federal Deposit Insurance COprLJthn, Year fndegd
June 30, 1Y963° (B-,148531, February 28, 1966}. Some of the
PAS1C 18£ueSs ore ra2ilated in our report to the Congress,
"Audit ol federal Deposit Insurance Corporation for the Year
grded June 3o, lvyiz, Limitea oy Agency hestriction an Access
“0 Bank Exanination Records® (B 114331, April 23, 1973) arnd
n our repdore witn the same title for the year ended June 30,
1973 (8-1i483i, M3iv 23. 1974).
we ana oo Corperation Belileve the present law supports
cur respectlve pousiiions.  Repeated efforts Lo resolve this
nmatter adainistroatively have oeen unsuccessful.,
MATTERE P \T 15
Y LHE 0N o
To uore efigetively carcy out our audit responsibility,
we reconmena tnizt o tne fongrass asend the Federal Deposit
inoirance act 1o clarify our authority to have dcéesq to
sXelination reports, files, and other records of the Cor-

poration.,

A tor tris poarpese the third sentence of sccotion 17(0)
0f the act (i: 0.5.C. 1827(p}) should be amended to read as
follows:

4
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Dffice shall have access to all books, accounts,
records, reports, files, ana all other papers,
things, o- property belonging to or 1in use py
the Corporation pertaining to its accquggi_ng
oger=tlons 2.:d necessary to deLLlLaLc the audit,

“The representatives of the Geaeral Accounting

record:, and they saall be afforded fv 4 facxltu
ties for verifying transactions with the balances

securities held by depositaries, fiscal agents,
{Underscoring denotes the change

or
anu custcodians,”
reguired.)




CHAPTER_3

PROBLEM BANKS AND HBANK FAILURES

FROBLEM BANKS

The Corporation classifies problem banks as serious
problem-potential pavoris, serious problems, and other prob-
lems, A serious piobl:m~potential payoff bank is one cen-
sidercd to have at least a 50-percent chance of requiring
tinancial assistance from the Corporation in the near tuturfe.
A serious problem bank is one which threatens ultimately to
invoive the Corporation in a financial outlay unless drastic
change can be made. An other problem bank is one which is
less vulnerable but which regires agygress.ve supervision.

The Curporation's estimate of the number of prabl
banks and the estimated insured depngits at June 38, 137,
and 1474, are shown below.

Estimated insur.
Number of banko deposits
June 390, June 30, June 30, June 30,
14975 97 1975 1974
Suilous groblem- (000 cmitted)
potential pavoff
hanks:
State nonrember 12 ) ¢ 154,183 S 44,994
“tate memb2ar ) 3 2 65,531 10,946
National - 4 3 42,519 1,175,732
Total 19 i1 262,233 1,236,716
setious problem banks:
State noermemcer 66 32 1,181,687 72,970
State member 2 - 11,684 -
National 10 L 1,029,725 _-'_lfl,.,fi-{
Tutal 78 14 2,247,006 l‘i\'l_’:‘_ﬂ:'f
Sthev problem
tanks:
State nonmember 146 a4 2,394,913 375,831
State member 8 f 306,568 20,8 44
National 2 15 1,158,816 dn ., 0ite
'otal 176 1013 3,760,397 2,278,671
Total problem
baniss 273 152 56,269,726 $4,316,5%4

II
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bt tng 1ieal YOar 1475, the Corpozatzo“ removed 44 nank"
Erom v propiem-ibank classificarion--74 because OL improve-
ments in bank wanagement ana/or financial condition ana 10
teccati,er of bank failure--and added 205 other hanks, making a
total af 473 proplem banks at June 3u, 13975,

fratially, when problem situations are noted at an

paowi s i ladlihg, Lhe appropl late bank regulaiory boay--tne
Comptialber ol the Currency, the Fegeral keserve Boara, the
State bansipg adthority or the Corporation--attempts to

t
oita!u the ceoperation ot bank management to cffect cor-
roctive meanures, In the case of insured State nonmomber

nke., ;: such an approach proves ineffective, the Corpora-
ti1on i0 authet1zed to.take corrective measures, subject Lo
cor ain fpotective stancgards and procedures, (Under this
aulhor 1ty Lhe Corporation, during fiscal year 1375, issurca
Six coaperand-desisr orders to insured State nonmember
banks engadged ir unsafe and unrcound practices. Morcecover,
tinoee opders ol suspension ar~a one notice of intention to
Femove bahk ullicials were appioved.

When tmoale and unsounu practices per=1ﬂ\, the Corpora-
ion !un authorized to initiate proceedings which may tesn 1t
iy torminat ing the bank'c depooit insurance ¢oveiat oo Th

.
b
Corporation nitiated three cuch proceeaings auring 1. .0
v

wWhen an insured bank is in danger ol ciosing. Gt
Corpatation i authorized to make 1oans to ithr bDana waN
it continned operation is essential to provide adzoa =t
Baaking h¥(Vi(l,tO the community. Under thic authurxt;

the Corporstion hag $37 million in outstandiny loans al
at Jdune w1, LYY,

LANE FALLUIEY

During tiscal years 1971-75, 27 1nsured banks failcoa,
a5 stown bolow,

Number of Insured Banks Which lFatlec

Fioeal

yoor dational Total
IS 7 -~ 1 e
fary 2 - 1 3
1974 z - 1 3
174 1 - 2z 3
NN 7 1 2 1y

Total 1y 1 7 27

7
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The Comptroller of the Currency can declare a national
bank insolvent and the State banking authorities can declare
3 State bank insolvent. In these cases, the Corporation is
appointod receiver for closed national banks and accepts
appointment as receiver for closed insured State banks when
State authorities request it. The principal methods
the Corporation has used to protect the depositors of these
panks has been (1) directly payina off insured deposits or
(2) assisting other banks in purchasing the assets and
assuming the liabilities of the closed bank. This latter
method, which i1s referred to as a deposit assumption, can
be authorized whenever the Corporation's Board of Directors
think it will reduce the risk or avert a threatened loss to
the Corporation. fiscal yecars 1971-75, the Corpora-

nuring H
tion made 17 payoffs and authorized 15 deposit assumptions.

il aaly

Methods of ‘rotecting Depositors and the

CorgoratlJR‘s Estimated Losses as of June 30, 1975,
for Active Liquidation Cases
. _Payoff . Leposit assumption  Total
Fiscal dum-  Estimated Num- Estimated  Num- Lstimated
year ber loss  brp 10ss ber  lozcs
(000 omitted) (000 omitted) (000 Hmitt-d)
Prior t
1571 18 $ 8,254 17 $ 6,723 35 S 14,773
1571 4 AR 4 450 8 4,350
1972 3 1,259 - - 3 4,250
1973 2 - 1 300 2 300
1874 1 10u Z 150,150 3 150,250
197, 2 _3,140 .8 _10,870 10 _i3.970
30 319,400 22 3168,493 62 v187,823
The Corporation estimated that, for the 10 banks whic

ch
e

tairlea during liscal year 19795, the insured deposits totai d
apout $92zih.3 mitlion and Lice 1ts potentiral 1o"ses as of
June 30, 1974, were aboot $17.97 million. e sta*us af

the liguidation of cach pank 15 presented bpl

PN N



Bank

American Yank & Trust
Orandgetur g, 5,C.

Tri=( 1Ly HBank
warren, Mich.

tat1onal
Btuuklyn, N.Y.

trank'in
Bank,

Cromwe]})
Hank,

Ltate Savings
tromwell, Towa

Bwape ark Kway Nattonal
itang , Kanovs City,
M,

Horthern Chio
Chede band

Hank
aunhto

Poans T in Hank
fre wtun, ek,

Trust

Mass.

Dlcupee Baitr 4

Voo, thicopes,
nlogema
Willve

ik, Alqguma,

Banv ot Proeaynne

Preaynme , Byee,

Total

Date
closed

8/20/74

9/27/174

10/8/74

106/9/74

1/3/175

2/14/75

3724775

5/4/15

5/36/75

6/18/75

Estimated

Estimated loss
insured to the Status ol
deposits Corporation  liguldstion

{000 omitted)

S 71,818 4% 4,503 Aoguleed by Gouth-
crin Bank 4 Trust
Company
8,850 1,000 Aciutred by Mieb-
igan Harronal dank
Mavaonh
706,676 - Kot to nection
on Franklin at1onai
Bank (p. 4y
2,700 - Required Ly low.
State Hhavings Sanik
7,073 1.100 WRebeor ter tieeert g0 0y
Swope Patkway Nalton o
sank (. 14
58,1864 4,100 Acaqurp et foy #1ve gy
ity Bank
17,432 2,000 Tiohool dneoure oy depa oo
Moo lieverpn gorprd
6,187 ~ Requared by bad ook
Hat tonal Dok
4,794 670 Acquiared by byt
tabte boynk ol At
14,454 600 Neapegr et Ly Mo ok
Bank

[Le]
-

e
-3
o

Closing ol Franklin National Bank

Grr October 8,
clognd the

day,

mLllion ol the

1974,

Franklin National Bank,
and appainted the Corporation receiver. On
Furapean-American 2ank and Trusc Company, an
New York State-chartered bank,
ot deposits and other liabilities and purcha.od ¢
closed bank's assets.

Currency
YarrkK
Lactiher
tnruared
assumed $1,%9% willion
1,470
hank's

the Comptroller of the
Brooklyn,
b e

Nrew

The assuming

put Chate premium bid of $125 million was the highost

of thne ftour
mittoed by
Bank,

Lids reccived.
Manutacturers Hanover Trust
and Pirst National City Bank.

nulbi=
Chesmical

The other bids were

Tompany,

O




roabi b Al ) e thue iargest oark to close an
Unitaod Ht o oo . et toutal uesets of approximately
S3,G%7 Lbt L1 e o103 ot approximately 31,439 miltlion,
Alicorn STuf nrt- .= - 3t = .reest) of. the deposits wer? insured.

T “- e - se- a1t/ the Corporation acquired the
pizh' s o otz “viaon o1 Franklin's assets and assumed

Fraaklia's ', .. .31 ton dewt to the Federal Reserve Bard

of Wew YaLb. he e e paynent witl be completed at the
ent oef 3oy !

1 tha bk tiguirdating the purchased assets,
Wlte, Loee O by wel B ion . niis w7 oany shortfall.  The Corpora-
T Lo v 4y i s Lenents of bhetween $465 million
A1 cen o g c v b oo reqgulred Lo make the final payment

DN VI i ;. oi December 31, 1975, tne debt had
e odatotr b s wv}lion and unpald interest of about
31047 wrllion b owy eeen acerued.  The Corporation has also

purchoasoed a o toe s inn capital note from European-American
[ F:qvfde ettt tiatal Udpltdl.

Corporat.on ol toials advised us that a reserve for loss
totatar g to o iyt iasing will onot be established:  The

Feandit diven we-o Phabo hovesber 30, 1975, appraisal ot A
Fransltn's + 0 . 4 ta i, the Corporation for liquidation
haidate Lty oo w1l ner e oincurred.  Current esti-

sdloes are tho 0 povrversnip will continue for at leas

Anater Yy
Clusiied w! oo . Farbway hational Bank

e 4, besh, tne Comptroller of the Currency
clomdag the e o 1wy Natlonal Bank, Kansas City,
Miocoourl oo e b o jvency.

T ot o by Services in the immediate trade irea
ana to stlcw —atticorent time for the local community to estab-
1130 anet ogeitait, e a4 new pank, the Corporation established
The iegsmealt tio oo fational Bank of Kansas City, Misscur:.
Lnacr the proovr oo 1 the FDIC Ackt, (12 U.S.CL 1821(L)),

tne Corpeotaton o b onegusde for the dissolution of this
mars 0t o1t o bteace st peen suold or 1ts assets taken over
and srapilaty 70 g Lithin 2 years. This is the fourth

time SInCe e et alion was established that such a bhank
Bas Deel of janooe o and the first time since 1964.

Supsceauent Lo b lures

From Juty t, i14/,, tonrough January 31, 1976, ninc
additional :nowurert Lonks failed.  As shown in the {ollowing
schedule, Lhr .o 1ank, had estimated insured deposits of ap-
proximately »inl.. witlion anu could result in a loss to the
Corgporation «t et 22,4 million.,
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Estinated Estimated
Date insured Corporation
Bank closed  deposits loss

{000 omitted)
ank of Chidester, Chidester,
Arkansas (note a) 7/1/75  § 2 ' $ 800

State Banx of Clearing,
Chicago, Illinois (note b) 7/12/75 4€,651 7,000

Astro Bank, Houston, Texas
(note ¢) 10/16/75 4,952 700

American City Bank and Trust
Company, N.A., Milwaukee,

Wisconsin (note @) 10/21/75 61,000 11,860
The Peoples Bank of the

Virgin Islands {note &) 10/24/75 13,230 1,500
The Peoples Bank, willcox,

Arizona (note f) 12/719/75% 4,216 612
The First State Bank of

Jennings, Jennings, Kansas

{rnote g) 12/271/7% 2,244 30
The Bank of Bloomfield,

Bloomfield, New Jersey

(note h) 1/10/74 23,695 -
Bank of Wcodmoor, wWoodmoor,

.Colorauv [note i) 1/12/76 3,013 398

$161,243 522,901

4/hequired by the Merchants ard Planters Rank, Camden, Arkansas.

uv/Assumed by Clearing Bank, Chicago, Iilinois, a newly -—hartered
+ insured State nonmember bank.

'g/Assumed by Commonwealth Bank oi Houston, Houston, Texas, a

" newly chartered insured State nonmember bank.

d/Acquired by Marine Natiopal Exchange Bank of Milwaukee,
Milwaukee, Wisceonsin. .
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»/Assumed py Deposit Insurance National Bank of the Virgin

" Islands, a newly chartered national bank operated by the
Corporation under authority of the Federal Deposit Insur-
ance Act.

f/Acquired by Union Bank, Tucson, Arizona.

g/Assumed by Jennings National Bank, Jennings, Kansas, a
newly chartered insured national bank.

h/Acquired by First National State Bank of New Jersey, Newark,
New Jersey,

i/Assumed by The El Paso County Bank, Woodmoor, Colorado, a
newly chartered insured State anvnmember bank.

The Corporation's records show that the bank failures
in the last severagl years nad resulted from various com-
binations of unsound ana deceptive practices in operations,
including misuse ot bank funds py bank officcrs, directors,

and owners; substandard loans and excessive appraisals of
ccllaceral; unwarranted lcanc 3n which bank o‘f‘b}ais, dir-
ectors, and owners had personal financial interests: loans
in excess of the limits prescribed by law; broker-solicited
funds in certificates of deposit and related, unwarranted
cut-ocf-territory lending; inadequate capital; unsacisfactory
management; and detalcations.

Estimated liability for

future baak faillures

The tor»oraticn's J[‘nancial statements do not show an
estimate ~f the iiability which the Corporaticn may incur
from futare failures of insured banks. The Corporaticn's
policy 1is to recognize losses resultinag from bank failuresg
in the period in which they are incurved.

n pri>r GAO rerports on the financial operations of
tne Corporation, we have stated chal the Corporation's
poiicy for recegnizing losses iS contrary to gencrally ac-
cepled accounting principles which advocate matching expenses
te che periods in which the revenues are recorded. Recent
p:onouncements by the accounting profession have provided
mure definitive guigance on accounting for and n"Llwaang
tuture lcsses. In consideration cf these more recent views,
we beli:sve that the Corporation's accounting treatment is
now acceptabie and in accordance with gencrally accepted
accounting principies. However, to insure that the reader



cf the
policy

ign . on

liability.

financial statements is avire of the Corporation's

for recognizing lecsses, we have stated in our opin-

the statements that they 40 not show an estimated
»
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CHAPTER 4

TATUS OF EARLIER RECOMMENDATIONS

1n

In our prior audit reports, we recommended that f~=ction
17(c) of the Federal Deposit Ins‘'rance act (12 U.S5.C.
1827(c)) be amended to allow GAO to make its audit reports
on a calendar year basis rather than on a fiscal year basis.
with the passage of section 602(b) of title VI of the act

of January 2, 1975, effective January 2, 1975, section 17(c) .

was amended.

Accordaingly, GAO and the Corporation agreed on Sep-
tember 24, 1975, to change the annual audit from a fiscal
year to a calendar year basis commencing with calendar

year 1976.

ey £
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CHAPTER §

SCOPE OF AUDIT AND OPINION

ON FINANCIAL STATEMENTS

SCOPE_OF ALDIT

we have oxamined the® statement of financia. condition
of the Federal Depesit Insurance Corporation as of June 30,
1874, and June 30, 1975, the related statements of income
and deposit insurance fund for the years then ended and
changes in financial position for the year ended June 30,
1975, and the statement of analysis of the deposit insur-
ance fund from the fund's ‘nception. Cur examination was
nade in accordance with generally accepted auditing stan-
cdards and, with the exception concerning review of bank
exanination reports and reicted data which is discussed in
chapter 2 {see p. 3}, 1ncluded such tests of the account-
ing records and such othcer auditing procedures as we con-
siderea necessary.

buring fiscal year 147% the Corporation's Financial
Audits Branch completed three reports on various aspects of
the Corporation's operations. wWe relied to th2 extent pos-
sible on *he work of the internal auditors in ocur review.

OPINTON ON FINANCIAL STATEMLNTS

The Corporation prepared the financial statements in
this report. These financi-] statements dc not show an
estimate of the liapility which the Corperation may incur
because c¢v future bank cloenings.

Because we did not have unrestricted access to examina-
tion reports anug related docomentation on insured banks
(se2 p. 3), we could prot determine (1} whether pank exami-
natiuns were of cufficient ccone and reliability to identify
all banks that should have been classified as problem banks
(2. whether the Zorporation had taken effective fcllowup
action on bank examiners' findings, and (31} the significance
of any possinle adverse offect of problem banxs on the Cor-
poration's financial position,

For these reasons we canior express an overall opinien
on the 2ccompan ¥ing ananﬂlaL statesents for £fiscal years
19734 and 1975. However, in our opinicn the individual
amounts shown in the lipnancial statements ace fairly stated
as of June 30, 1974, and June 30, 1975, and for the fiscal
years then ended, in ._ontormity with generally accepted
accounting principles applica on a consistent basis.
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SEEETINIVL & 4

LURE 30, 1975 AND JUNE 30, 1974
June_ 30, 1975
hSSETS
_ach $ 21,823
.5, GUVLHENMENT SECURITIES:
Jecurities at amortized cost
tnotes | and 4) $6,259,427
Aucrued In terest recelvable __tul, 343 6,360,770

aeshIn ACQUINLD IN RECLIVERGHIP
AhL LLPUSIT AGoUMETION
TRANDACTIONS:

subirouated claims o! deposieors
22a1ngt closed ynsured hanks 6,948
et itiLured balances St 3o -
turs in closed inLared banks
to oe subrogeted when patd,
weir related liabliity 1,025
Ligutty 1n oassets aoguired cader
agreements with 1nsured bonks
{note 5) 1,89%,509
Corporation purchasen o Assl
L,yn2, 01
LS5 reserves lor looLes _In?,893

Netes parcehased to tatllitete
depucit assumptrofn

Frincipal (note &) 154,000

heerued 1nterest recervable R
AaSIntAnlE TO OPERATING IHLURLL DBANKS

Francipal {(note 7 37,600

Accrued 1nterest recel/zable a7

lens

{note

CONDOANL WFFICE BUILDING,
tenraecidtion on butllduinsg
SISCELLANEONS ALSETS

Iy

1 .
Total 155088 narae

<}

e notes tolloweay suhedsdn 4 are an anbey

1,174,120

161,225

37,487

6,756
1,618

58,163,799

SCHEDULE 1

$5,851,592

June 30, 974
‘ 6,1z
5,939,527

81,335

327,659
.4.039

393,149
192,031

201,114

50,434

37,487

6,589]
[ Xi)

$6,242,764

2l port of this statement.

eoopinion of the Seneral Acceanting Ofrice on the statement sopedrs on

15,
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SCHEDULE 1 SCHEDULE 1

FEDERAL DEPOSIT INSURANCE CORPORATION

COMPARATIVE STATEMENT CF FINANCIAL CONDITION

JUKE 30, 1975 AND JUNE, 30, 1974

June 30, 1975 gune 30, 19.4

LIASILITIES AND DEPOSIT
INSURANCE FUND

23
-~
>
o
—

ACCOUNTS PAYABLE AND ACCtJdlD
L1 LITIES $ 5,137

EARNEST MUNLY, ESCROw FUNDS AND
GLLECTIONS HELD FOR OTHERS 1,509 b, 176

ACCKULD ANNUAL LLAVE OF EMPLOYEES 3,707 3,435

LUE INOURED BANKS:
Net assessment 1ncome credits:
Arerlanle July L, 1974 $ - . $2972,81%
Aviilanle July 1, 1975 284,455 161,970
Availaole July 1, 1976
(esttlimated) 187,733
Gthar . 163 477,351 L 27 384,97°

LIABYILITIes INCURKED IN RECEIVER-
SH1F ANL GEPOSIT ASSUMPTION
TRANSACTIUNS:

Federal keserve Ban:i of New
York indebtedness:
tNelus payabple
Accrued interest payable
{note 8)

1,376,000 -

_3b,2i2 1,404,200 .- 5

REt INSURED BALANCE OF DEPOSITORS
In CLOUSLD INoUKED BANKS-~See .
related agset oo dues 778

)

[ Tatal liabtlit:es (note
2 and 3} 1,947, 51 337,160

BEYOS1: INoUKANCE FUND, net rncome

K accumulated since 1ncepLion

4 (Sca.d) 561 5,044d v, b

4 retal liasitlities and
i beposit Insurance Funag Shydh iy, 7 EL B
sThe nstes following Schedule 4 2re anm i1ntegral part 1 this Ltatement.

3 CEf DI ERE N Yatede T appeear T o

The spiativa «f the Gencral Acco .ntling Cftice

"fage 15
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LCLLDULLE 2 - -~ SCHEDULE 2

INJGHL:
e it iNSufanCe aSsessments:
Asgesyments earned during the
vear (note 1) . S618,280 $556,650
Lesa net assessment income
viedits to i1nsured banks--

ecJtimated 371,177 ' 247,103 231,386 $ 325,264
Adjustments of assessments
calned in prlor years ___ ... 6¢& 103
247,171 2257347
Koo income {rom L.S. Government
WL It 1ties 371,415 331,219
vennoadjuatineat to securities
1L.C0mn - pr1or years (note 9) .. 186 371,223
Other Income 13,573 L5175
) Total ancome i 631,573 _ ool Y42

LAPENSES AND LOSSES:
Admintstrative and operating
eXpenses 63,068 56,808
Bgaviaion {ofl 1nsurance los-.es:
Applicatle to banks assisted

1 the current fiscal year 13,970 164,200
Adjuastmentd applicable to
tanks aosisted 1n prior years -18,108 -4,138 -12,755 151,449

Ronre ruverable insurance expenses
incutced to protect

wpoRitors- -net 2,542 i,278
Total expenses and lasses __6l,522 _ 209, 4l
Sbi INCOME--ADDETION TO TH. DEPUSIT
INGURANCL PUND FOR THE YEAR 570,451 457, 19t
LLEPOSTY IRSURANCE FUND, at the
DU FINNINgG ot the year 5,545,397 5,393,006
DetostT INSURANCY FUND, at the ena
al the year--pet ncome accumu-
It nince inception 36,415,846 $5,645, 397

The woten {ollowing schedule 4 are an i1ntugral parl of this statement.
The opinion of the G2neral Accounting Otfice on these statements appears
on page 15,
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SCHEDULE 3

SCHELULE 3

FEDERAL DI POSIT INSURANCE CORPORATION

1] poi-gtogh g

STATEMENT OF CHANCES IN FINANCIAL PUSITION

.

FISCAY YEAR ENDED JUNE 30, 19375

Amount

(000 omitted)

FUNDS PROWVIDED BY:
§ 247,17

Net deposit insurance assessments
{ncome Lrom U.S. Government securities, less amortized
net alscounts ) 371,229
Maturitien and ma,es of 1,8, Govarnment Securitles,
including exchanjes of long tefm securitier 1,245,€22
Collrcrion: on antietfi acqulred in tecervership and
deposilt Lesumptlon trangactions 266,685
Net change n other apnets and liabilities __53, 782
Total funds provided 2,183,300
f UNDS APPLIED TUR
Administrative, oputat tig ehd insdrance ¢xpenses,
less mincellaneoun, coeditn
Acaquisitions of axsete i recervership and depos:t
assuapt ton fraansadt tong P37, 370
Purchante of U.5,0 Govainlent nocbfiliied,
exchanges of long term securities
note to facllitate deposit assumption Yok, 00

f SY L ah T

ihnciudlog
T,o%t, d6y

rurchase ot
Total fund- applied

ANALYSES OF NET CHARGEH TN OTHER ASSETS AND LIABILITIES

Assets 1975 1974 B e (1)

Cauh $ 21,822 S0, 12 S, iUl

Accrued tnterent jecosvaple Lgs . U8 BY, 97 HE

M heg auhets B ;l_LbR_B GHY R
128,496 96,103 [PUNEE

Less liabilitreng

Accounts payable 5,137 7,041 b, e

Collections hela ot atheon 1,907 1,178 $4l

Accrued anittal leave Jefuy 3.435 -2,

DL inoured banke 472,341 shd,47h BRI A N
462,704 386,58y b, b,

Net change 18 ol oansetls
aind  daeserp o odern v354, sun S300,420 ~3a3, .

The notec tollowing seheaule 4 are an integral part of thir <t atanent
The opinton of the General Accounting Office on these Statereat: a3
N opage In

19

BEST DOCUMENT AVAILABLE

p———

. -~



SCHEDULE 4

FEDLRATL

e m e e m————— e et e

SCHEDULE 4

NDEPNSIT INSURANCE CORPORATION

ANALYSIS OF DEPOSIT INSURANCE

FUND

[

FROM INCEPTION TC JUNE 30, 197

wn

INCOME :
Insurance assesusmenes
Less net assesament income credits

Net insurance acsessments

Income from U,S. Government securities

Other operatinag income {principally interest
and allowable return frem deposit insurance
assumption and receivership coces)

Total income

AT T

hdministrative and operating expenses

Deposit insurance losses and expens

Intarect paid to the sSecretary of t
Treasury on retited capital stock

o3
he
Total erpensen and locgses

DEPOS) P INSURANCFE
S5TNCE INCEPTION

FUND, NET INCOME ACCUMULATED

amount
{000 omitted)
S7,771,354
:,881,084
53,890,910

3.42¢ 912

32,390

80,562

934,364

$h,415,848

The notes following schedule 4 are an integral part of this

statement.

The opinion of the Gencral Accounting Otffice on
ments appears on page 15.

these state-
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EDERAL DEPOSTT INSURANCE CORPORATION

FOOTNOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 1975

ACCOUNTING POLICIES

Securities-~U.5., Government securiti
EE~amortlz ed cost which is the purch
securities less the amortized premium or
amortized discount. As of June 30, 1875, amortized
premiums amcunted toc $.,571,000 and amortized dis-
counts 312,166,000. Preriums and discounts are
amortized on a daily ctraight-line basis from the
date of acquisition to the date of maturity. Net
income from U.S. Government securities represents
the total of interest income earned less premium
plus discount amorti:zation for che yoar,

4D
l_,]

Deposit insurance ancesamente~-~The Corporation
assesses insuired banks at the rate of 1712 of 1 per-~
cent per yerar cn the bank's average deposit liabiliwy
less certain amortized exciusions and Jdrauctions.

Assessments are due in advance for a 6-month period
and credited to income when earned each month.
Sixty-six and two-thirds percent of the Ccrporstion's
het assessment income for the piinr calendar vear is
made available each July 1 to insured banks in the
form of a prorated credit against the Current assess-
ments due.

Depreciation--The office bhuilding is
& straight-line basis at the rate of
year over a 50-veayr cetimated life, o

leprociated on
percent per
rniture, fix-
tures, and ecuipment are fully depreciated at the
time of acguisition.

{y
~

These statcments do not include accountability for the
assets and liabilities of the closed inscrod banks

fo. which the Corvoration acts as receiver .r liguidet-
ing agent.

Legal actions pending ogainst the Corporation on

June 30, 1975, 1involved un escimated potential liability
of $1,%63 million. In the opinion of the Corporation's
General Counsel, thess actionsg, arising essentially

from litigation involvina closed bank activities, mav
result in recoveries adainst the Corporat:ion ot

$15 million., This estimated lcss has been provided for
in these statements,

j
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The securitive had s Tace value of $6.265,096,000, cost
of $6,252,833,000, and market value of $5,887,641,000
at June 30, 1975.

Equity in assets acquired under agrecments with insured
banks totaled $1.8%p billion. OUf this toral approx-
imately $1.464 billion represents eyulty in asscets
acquired as a result of the closing of Franklin National
2ank on Gctober 8, 1974.

Notes purchased to facilitate deposit assumption:
Crocker National Corporation,

San Francisco, California $ 50,000,000
Southern Bancorporation, Inc,
Greenville, South Carolina 8,060,000

European-American Bank and Trust Company,
New York, N.Y.

Assistance to operating insured banks:
Bank of cthe Commonwealth,
Detroit, Michigan
Unity Bank and Trust Ceompeany,
3oston, Massachusetts J 300,000
S EZ[UDU,OOO

wr

35,500,000

Accrued interest pavable of $88.2 million represents
interest for 266 davs at the rate ot 7.52 percent simple
interest per annum on the unpaid vrrircipal amount due on
Franklin National HSank's irdeptedness to tre federal
Reserve Bank of New York. This amount 15 subject to
adjustment ror certain out-of-pocket expenses incurred
by the Corporation as provided tor in the Agreement of

Sale.

The 186 thousand adjustment to prior years resulted
from the restatement of income due teo: (1) a change in
procedures for the amortization of premiums and dise-
counts from a monthly to daily raic and (2) a ohange
trom the “averaage™ method 1in accounting fo: sales of
securities to the FIFO method. Tpeoe changes woere
implemented in conjunction wiin automation of the
Corporate Portfolio.
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RPPENDIX I APPENDIX I
MEMBERSHIP OF THE BOARD OF DIRECTORS
____Tenure of office
From 1o

Robert E. Barnett, Chelrman March 1976 Present

(note aj)
James E. Smith, Comptroller of

the Currency July 1973 Present
George A. LeMaistre Aug. 1973 Present

a/Frank Wille was Chairman frem March 1970 through March

1976.
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